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Commercial insurance is born in the long process of economic development and 
social development, which has more than 200 years of history in China. Currently, 
China exist more than a hundred Insurance business enterprises, who manage 
commercial insurance, including Chinese enterprises, exclusively foreign-owned 
enterprises and Sino-foreign joint venture enterprises. It’s full of a variety of forms of 
organization, the coexistence of diverse forms of ownership that reflects a 
collaborative development scene. With the booming of the Chinese economy, 
exclusively foreign-owned enterprises extend business in China actively. It 
exacerbates the intensified competition between the native Insurance business 
enterprises to a great extent. 
China’s insurance industry always pay great emphasis on extending business and 
enlarging market share, while ignoring the refined management of costs. The 
traditional cost accounting methods take direct revenue sharing of costs, resulting in a 
lot of costs can’t be measured accurately allocated to the relevant dimensions, such as 
customers, products, services and so on. It also results in the distortion of cost 
measurement. 
The weakness of cost management seriously obstructs the development of 
China’s insurance industry. How to analyze and absorb the cost reasonably and 
economically with products and customers, how to obtain more accurate information 
of refined cost account, to solve management problems of decision-making, has 
already become a key issue of the management of China’s insurance industry.  
    This research is based on activity based costing theory. It discusses the 
applicability of the activity based costing in the Chinese insurance circumstance from 
both the theoretical and practical aspects. First and foremost, the author combines the 
prescriptive research and empirical study methods, using the knowledge of 
management, finance, insurance, economics, accounting to analyze the activity-based 
cost and the cost accumulation of Chinese insurance enterprises. Based on this model, 
it makes an innovative design of the activity based costing system of Chinese 
insurance enterprises. Besides, the research uses the true example of People's 
Insurance Company of China to prove the adaptability of the activity based costing 
system. Last but not least, it points out the problems and difficulties that need to 
overcome in the process of generalizing the activity based costing system. It also 
gives suggestions and options to the core issues from six technical levels, which 
includes building costs institutional framework, reasonable definition of the job, 
reasonable determination of the motivation and measurement, reasonable 
determination of resource and cost allocation rules, budget management, pilot projects 
popularizing, and four environmental levels, which includes improvement of staff 
quality, conforming information systems, high-level suppuration and full participation, 
establishment of financial integration. 
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